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After the tax system reform in 1994, the local government did not have enough 
financial revenue to achieve its goal of expenditure. Land sales revenue and credit 
funds become an important source of local government infrastructure investment 
funds. This paper establishes a model of local government infrastructure investment, 
which based on the land sales revenue and bank credit, studying of the determinants 
of local government infrastructure investment and economic impact. After the central 
government relaxing the credit control of local governments, local governments have 
a large number of loans to infrastructure investment based on land revenue as the 
basis for debt service. In this paper, a numerical method is used to solve the model. 
Found that infrastructure investment will squeeze out private investment, increase 
private investment cost and house price, accumulate local debet, and reduce the 
welfare level. Then this paper discusses the importance of land sales revenue and 
credit relaxing to infrastructure investment. From the cities perspective, we use panel 
data to find the credit scale has positive explanatory capability on the road stretched 
out area. After 2008, the explanatory power was mainly through the interaction with 
the credit model. These findings are consistent with the description of the theoretical 
model. 
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